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Ideas From Leading Experts in Financial Planning
Trendwatch
How is your insurance carrier today?
With the recent seizure of Executive Life,
First Capital Life, Fidelity Bankers’ Life
and Monarch Life, more clients are
concerned about the financial health of
their insurance carrier and have turned
to their CPA planner for a fiscal report.
Because clients fear that their insurance
carrier could be seized by state regula
tors, planners are starting to work with
several insurance companies rather than
one. This approach spreads the client’s
risk and ensures the client that he or she
is getting the best insurance product
in terms of features and pricing. Also,
planners are using more than one
rating to evaluate the financial health of
an insurance company. Planners are
encouraged to use four major rating
agencies: A. M. Best, Duff & Phleps,
Moody's Investor Services, and Standard
and Poors. Weiss Research, a new rating
agency, was mentioned as a possible
fifth. Generally, the ratings are all
within the same range, but when the
Continued on Page 2

Professional Liability
Coverage for Personal
Financial Planners
By Robert M. Parker
Robert M. Parker. JD, Senior Vice President,
Professional Liability Operations, RBH
Direct Group, Broker/Administrator ofthe
AICPA Professional Liability Insurance
Plan, reviews professional liability in two
common scenarios.
To help PFP Division members under
stand professional liability insurance
coverage for CPA planners, the PFP
Executive Committee submitted two
scenarios to the AICPA Professional
Liability Insurance Plan Committee and
several questions pertaining to those two
hypothetical situations.
What follows is a presentation of the
scenarios, the questions posed and their
answers that resulted from a meeting
attended by Stuart Kessler, PFP Executive
Committee Chairman; Ronald S. Katch,
AICPA Professional Liability Insurance
Plan Committee Chairman; Kyle Nieman,
Assistant Vice President/Underwriting for
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Special Discount Offer

Column
Financial Planning
Legislative Activity

Crum & Forster (the AICPA Plan insurer);
and the author.
Note that, subject to policy exclusions,
the AICPA Plan generally considers “finan
cial planning” as activities that accountants
have always conducted that are now
rolled up in the term “financial planning.”
Continued on Page 2

The Planner Wins Two
Awards for Excellence

AICPA Council Clears Vote on Rule 505
To Expand Organizational Options for CPA Firms

Kudos for The Planned. At the 1991
APEX (Awards for Publication Excellence)
competition, the editors of Communica
tions Concepts awarded The Planner two
APEX Awards of Excellence in the cate
gories of Most Improved Newsletter and
Associations and Non-Profits Newsletter.
About 2,000 entries were considered and
only 440 Awards of Excellence covering
59 individual categories were presented.
Special thanks to everyone who has con
tributed to the success of The Planner in
the past year.

In late May, the AICPA governing
Council authorized a member ballot to
modify Rule 505 (Form of Practice and
Name) of the Institute’s Code of
Professional Conduct. The proposal
comes at a critical time since current eco
nomic pressures demand that CPAs have
flexibility in selecting forms of practice
which can help them maximize their busi
ness opportunities and minimize their
personal liability exposure.
Currently, Rule 505 allows members
to practice in only three organizational
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forms: proprietorships, partnerships, or
professional corporations. Most state
statutes or regulations also limit practice
options to these three forms. The
proposed modification would allow
members to choose any organizational
form that is permitted in their state. At
present, the AICPA rule prohibits mem
bers from taking advantage of the liability
protection offered by general corporation
and other practice forms. The recomContinued on Page 7
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Trendwatch

Professional Liability Coverage for Personal
Financial Planners

Continuedfrom Page 1

Continuedfrom Page 1

difference is greater, the insurance
company’s financial health may be
questionable. Joseph Belth, publisher of
Insurance Forum, monthly insurance
newsletter, recommends a four-step
screen test of insurance carriers using
the four rating agencies. Stranger’s Invest
ment Advisor; July, 1991, pp. 33-39.

Beware of traps when structuring an
irrevocable life insurance trust. An
irrevocable life insurance trust, a com
mon estate planning technique, is
designed to avoid estate taxes on the
insurance proceeds from a policy on the
decedent’s life. To achieve this objective,
the planner must comply with the
Sections 2042 and 2035(d)(2) of the IRS
Code and Regulations. Section 2042
states that the proceeds of life insurance
are required to be included in the dece
dent’s estate when the decedent
possessed any incidents of ownership.
Section 2035(d)(2) states that life insur
ance proceeds are required to be
included in the decedent’s estate if the
policy was transferred within three years
of death. Several suggestions for avoid
ing the inclusion traps include: (1) the
insured should not be required to
contribute funds to the trust; (2) the
trustee should not be required to pay the
policy premiums; (3) the contribution
amount should not equal the premium
payment; (4) contributions should be
made far in advance of premium
payments as possible to avoid the taint
of the trust acting as a conduit of the
insured; (5) the trustee should be
independent of the insured; (6) the
trustee execute the life insurance
application; and (7) if purchasing term
insurance, the initial contribution to the
trust should be large enough to cover
the policy premiums extending beyond
the three year period of Sec. 2035. This
will avoid the purchase of a new policy
or a renewal from being considered
made within three years of death. Trusts
& Estates, August, 1991, pp. 50-52.

Scenario 1
A CPA has just completed a personal
financial plan for Mr. and Mrs. Hunter.
This financial plan covers income tax
strategies, estate planning, insurance
needs, and investments. After discussing
their investment goals and objectives, the
CPA suggests how the Hunters should
allocate their $1 million investment port
folio (see Table I).
A. Mutual Fund Recommendation.
The CPA presents a list of seven no-load
mutual funds that have met his criteria for
performance, cost, risk and continuity of
management and the CPA recommends
that the Hunters choose any three funds
from that list.
B. Municipal Bond Recommendation.
Before purchasing bonds, the Hunters
want their broker to call the CPA for
approval when the broker finds an appro
priate municipal bond.
C. Real Estate Recommendation. The
Hunters invest in a private placement real
estate limited partnership. The general
partner also is a client of the CPA firm,
which provides accounting and tax ser
vices to the partnership. The initial
introductions between the Hunters and
general partners were made through the
CPA. The CPA received no commission or
referral fee from the general partners.

Questions Presented
As a result of each of the CPA’s
actions, evaluated together and individu
ally, is the CPA covered under the
insurance plan? Which recommendations
would exclude the CPA and why?

Coverage Discussion
The pertinent AICPA Plan provision is
Exclusion J, which states that the policy
does not apply to any claim arising out
the promotion, solicitation or sale of spe
cific securities.
There would appear to be no problem

with the recommendation for the percent
age allocation, by category, of the clients’
funds to be invested. At that point, the rec
ommendation is generic, not specific as to
the particular investment vehicle.

A. Mutual Fund Recommendation. The
client is going to rely on the CPA to suggest
criteria for performance, cost, risk and con
tinuity of management. Although it would
be better from a coverage point of view if
the CPA did not provide a list of specific
funds, the fact that the client is asked to
choose three funds appears not to present
a coverage problem.

“The AICPA Plan
generally considers
‘financial planning’
as activities that
accountants have
always conducted”
B. Municipal Bond Recommendation.
Rather than have the CPA’s approval of
the broker’s selection of an appropriate
municipal bond, it would be better from a
coverage point of view for the CPA, again,
merely to establish whether the bonds
under consideration meet the criteria for
performance, cost, risk and continuity of
management based on tax and financial
statement analyses.
C. Real Estate Recommendation. On
the surface, there appears to be no cover
age concern here. The fact that the
general partner and the limited partner
ship are clients of the CPA would not
prevent an introduction to other clients
who have funds to invest and for whom
real estate is an appropriate investment. It
would be prudent for the CPA to disclose
fully to his client the relationship between
the general partner and limited partner
ship entity and himself, including whether
or not the CPA is also an investor in this
partnership.
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If the CPA is an investor in this limited
partnership. Exclusion K might be appli
cable. This exclusion currently eliminates
coverage for the professional accounting
services to the partnership if the CPA is an
“officer, trustee, director, partner, manager
or more than 5% shareholder.” This
exclusion currently is being reviewed
and may be amended to exclude only
attest function engagements for the rela
tionship described above.

Scenario 2
A CPA firm has a number of employ
ees who provide financial planning
services as part of their accounting prac
tice. The firm:
A. Charges fees based on an hourly
billing rate.
B. Has no discretionary authority over
client funds for investment purposes.

funds while investment selections are
made by an investment adviser.
K. Has registered as an investment
adviser under the Investment Advisers Act
of 1940 and the state securities statutes.
L. Has established a separate entity to
handle its financial planning practice with
a different name from that of the account
ing firm.

Questions Presented
As a result of each of the CPA firm’s
actions evaluated together and individu
ally, is the firm covered under the
insurance plan? Which point(s) would
exclude the firm and why?

Coverage Discussion
The services provided in categories
A through E and G through I all appear to
fall within the scope of coverage.
Category F bears
some discussion.
Table I
Although
recom
mending a specific
Asset Allocation
investment adviser or
for an Investment Portfolio
fund manager is not
clearly within any
Category
Percentage
policy exclusion(s),
40%
Money Markets and Treasury Bills
the practice could
Intermediate Term Municipal Bonds
30%
lead to a suit based
No-Load Domestic Equity Funds
20%
on the legal theory
10%
Real Estate Limited Partnerships
of negligent referral.
This requires the CPA
100%
to be certain that the
person he is recom
mending not only will conduct himself or
C. Does not sell or recommend any
herself professionally but also will work
specific investment or insurance products.
within the CPA’s investment criteria for
D. Does not receive any direct or indi
performance, cost, risk and continuity of
rect compensation for the purchase of
management. Further, if the CPA knows
products by its clients.
that an investment adviser or fund man
E. Provides generic investment recom
ager favors certain specific investment
mendations.
vehicles, the recommendation could be
F. Recommends the use of a specific
tantamount to specific investment advice
investment adviser or fund manager.
pursuant to policy Exclusion J.
G. Provides generic investment plan
Category J raises the question of the
ning recommendations of general asset
control the CPA has over the funds man
categories, such as the purchase of insur
aged and disbursed. If control is pursuant
ance, mutual funds, bonds, stocks and
to precise, written client instructions, then
real estate.
there is no coverage concern. The insurer’s
H. Suggests a specific portfolio mix
focus is on fraud or embezzlement, which
of general asset categories (such as:
are not covered for the guilty party.
assets should be 15% liquid, 20% income
The “innocent partner” aspects of the
producing, and 65% growth-oriented
policy will provide coverage for those
investments).
insureds having no knowledge of or par
I. Evaluates whether specific invest
ticipation in their partner’s alleged criminal
ments selected by the client or the client’s
misconduct. It would be prudent for the
investment adviser are suitable.
CPA firm to be covered by a fidelity bond
J. Manages and disburses the client’s
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if it manages and disburses client funds
because the AICPA Plan is a professional
liability product covering alleged acts,
errors or omissions in professional
accounting services and not dishonesty.
Category K by itself presents no cover
age questions as long as the CPA conducts
himself or herself appropriately with regard
to the policy provisions already discussed.
Category L suggests that the separate
entity needs to be named as an additional
insured under the CPA firm’s professional lia
bility policy. In addition, this separate entity
needs to conduct itself as described above.

Additional Questions Presented by
the PFP Executive Committee
The Executive Committee also
requested the Professional Liability
Insurance Plan Committee to describe cov
erage relating to the promotion, solicitation
or sale of a specific security using the fol
lowing two illustrative examples. In the first
example, a CPA manages and disburses a
client’s funds and has discretionary author
ity to evaluate whether any excess funds
should be invested. However, the CPA
relies upon the client’s investment adviser to
select the specific investment product. Is
that action excluded? In second example,
the same CPA recommends specific securi
ties or investment products but does not sell
them to the client. Is that action excluded?

Coverage Discussion
In the first example, the CPA’s discre
tionary authority appears irrelevant
because the client’s investment adviser
selects the specific investment product. To
clarify the situation, the investment adviser
and client should have a clearly drafted
agreement. This agreement should then
be incorporated by reference into an
engagement letter between the CPA and
the client together with language holding
the CPA harmless for implementing any
advice given by the investment adviser.
Should the CPA actually recommend
specific investment products or securities
as in the second example, Exclusion J
would be triggered.
Conclusion
Responding to hypothetical situations
always presents a challenge. Discussing
whether coverage is afforded for a partic
ular service, to a particular client, under a
unique set of circumstances is difficult for
the underwriter to evaluate until an actual,
concrete claim situation is presented. ♦
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Post-Retirement Planning: A Growing Niche Specialty
By Lynn S. Evans and
Barton C. Francis
Lynn S. Evans, CFP, is a manager at
Parente Randolph Orlando Carey &
Associates in Wilkes-Barre, PA and Barton
C. Francis, CPA, CFP, president ofBarton
C. Francis, PC in Hershey, PA provide an
overview ofpost-retirement planning, a
growing area ofPFPpractice as the “gray
ing" population continues to age. This is
thefirst of a two-part article.

The graying of America is fast becom
ing both a blessing and a curse. One in
every four Americans will be over the age
of 65 by 2020. And despite the painful pic
tures of many senior citizens spending their
golden years in poverty, a growing number
of seniors are living comfortably as a result
of successful retirement planning.
The graying population represents a
'large potential retirement planning
market for CPAs. The market can provide
great opportunities for high realization
rates, potential referrals, and the profes
sional satisfaction that can only be
attained from a planning environment rich
in complex issues.

Unique Issues
In post-retirement planning, CPAs will
encounter financial and nonfinancial
issues that are unique to clients who are
retired. Having lived through the
Depression, today’s retirees’ life experi
ences were drastically different from their
children’s. To these people, financial secu
rity means plenty of cash and taxes are a
moral obligation. Because of their clients’
risk-avoidance philosophy, CPAs may
encounter clients’ resistance to accepting
investment recommendations that are
premised upon the need for diversifica
tion and the effects of inflation.

“Increased longevity has
added a new dimension
to retirement planning.
Because retirees are
living longer, they
need to have income
over a longer
retirement horizon.”
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Increased longevity has added a new
dimension to retirement planning.
Because retirees are living longer, they
need to have income over a longer retire
ment horizon. The fear of outliving one's

“The graying population
can provide great
opportunities for high
realization rates,
potential referrals and
professional satisfaction.. ”
income source is a source of financial
stress for many clients.
Death, long-term illness, wills and
trusts are subjects that clients avoid dis
cussing for various emotional reasons, but
comprehensive planning requires clients
to address these subjects.
Maintaining one’s primary residence
or relocating to another state is a major
dilemma for many clients. It is essential
that the client resolve this issue before the
CPA can proceed to develop a financial
plan. Although clients’ avoidance of
addressing this issue may be frustrating to
CPAs, it is necessary that they be patient.
Their clients must resolve this issue
because the answers will have a material
impact on cash flow, assets available for
investment and estate planning.

Risk Management
Typically in a pre-retirement financial
planning engagement, risk management
resolves around life and disability insur
ance. At retirement, the focus, is on health
care. Clients are frequently in a position to
terminate their life and disability insur
ance. The resulting premiums saved can
be diverted toward meeting the increased
costs of health care coverage.
As part of the financial planning pro
cess, the CPA should review the retiree’s
continuing company-paid health care
benefits, if applicable, when determining
the proper mix of public and private
insurance and self-coverage. Purchasing a
long-term care policy that would provide
for a continuing care community or inhome skilled nursing care is a viable
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alternative to paying out-of-pocket for
nursing home care that today averages
$30,000 annually. The client’s children
may even want to pay the premiums on
long-term care policies to avoid decimat
ing the parent’s estate.
To secure Medicaid assistance for
nursing home care, the client should con
sider establishing a Medicaid trust and
implementing strategies so that he or she
can qualify. This usually involves transfer
ring to a trust the retiree’s assets or making
gifts, when appropriate, to a spouse or
children in contemplation of long-term
care. This requires the retiree to relinquish
control over his or her assets. Timing of
the transfer or gift is critical since a non
qualifying transfer may result in the
retiree’s disqualification from the Medicaid
benefits program.

Investment Planning
When planning for retired individuals,
the traditional income-only mentality
should be avoided. With average life
expectancies at age 65 of thirteen years for
men and seventeen years for women,
clients should protect their assets against
the effects of inflation and provide suffi
cient income to meet current needs.
A possible solution is to invest a percent
age of assets in quality income producing
equities and then slowly to reposition
toward higher income producing fixed
income assets as the client ages. As a part
of post-retirement planning, clients can
construct a well balanced portfolio that
will provide sufficient current income and
will be diversified enough to protect
against risks with funds available from
qualified plans, Individual Retirement
Accounts and other sources .
To establish a framework for building
a low-risk portfolio, the client should
consider an asset allocation model, such
as shown in Table I.
Within the Liquid Assets category,
a minimum of three months’ living
expenses should be available in one or
more taxable or tax-free money market

Table I
I.
II.
III.
IV.
V.

Liquid Assets
Fixed Income
Equities
Real Estate
Tangibles

20%
43%
30%
5%
2%
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accounts. If the client is married, two
equal accounts are preferable should one
spouse become incapacitated. Also,
included in this category are certificates of
deposit (CDs) of staggered maturities,
which should not be longer than three
years. This provides the flexibility needed
to move in and out of the market if a sud
den need for cash arises.
The Fixed Income category includes
U.S. Treasury obligations, preferably notes
which generate income every six months.
T-Bills are bought at a discount and
mature to their face value; no interest is
paid until maturity. Depending on the
client’s income needs, there could be a
place for both.
Corporate bonds are another fixed
income asset to consider. Investigate the

“As a part ofpostretirement planning,
clients can construct
a well balanced
portfolio that will
provide sufficient
current income and
will be diversified
enough to protect
against risks. .”
investment quality of the bonds the client
is considering and whether the client
intends to buy a mutual fund that invests
in bonds or to buy the bonds outright.
For the right client, foreign corporate
bonds could also be a good investment
opportunity because they provide
current income and have the poten
tial for capital gains resulting from
currency fluctuations. But, for most
clients, foreign bonds should not repre
sent more than 25% of fixed income assets
in a client’s portfolio.
Municipal bonds play a significant
role in the fixed income portfolio of many
affluent retirees. Paying no federal and,
in some cases, state and local taxes, is
an attractive feature of this type of
investment, but it should not be the
sole reason for purchasing municipal
bonds. The spectre of municipal junk
bond failure looms heavily on the horizon
like the corporate junk bond bust of
the past several years. As a result, taxable
alternatives may be more attractive, but
clients should not discount the value of

municipal bonds as a potentially solid
an important diversifying investment
long-term investment.
for the portfolio. For most retirees, their
Over the last five years, with CD rates
involvement in real estate should be
dropping, annuities have gained increased
that of a passive investor especially if
popularity. The greatest attraction of
they do not live close to the property
the annuity is its ability, before payout, to
they buy or are not familiar with real
shelter earnings from taxes. An annuity
estate management.
accumulates income at current interest
Limited partnerships provide an alter
rates on a par with CDs, corporate bonds,
native to owning real estate outright, but
or other higher income investments and
in recent years, the reputation of this form
then pays out principal and income for
of investment has been mixed. A new
life or a predetermined period of years.
breed of conservative, low-leveraged pro
But check the rating of the insurance
grams is now being offered with the
company under consideration. Many
objective of providing slow but measured
insurance companies are in financial
growth. Because real estate is by defini
difficulties because their portfolios
tion illiquid, its position in a retiree’s
contain bad investments, such as junk
portfolio should be limited.
bonds and non-income producing
Finally, the Tangible category holds
real estate.
assets that are a hedge against the most
severe cases of double-digit inflation.
In our model, the Equities category
will consist of publicly traded common
Gold, because of its value as currency
stocks and stock mutual funds. For those
and its inherent value as a metal commod
who have had little experience in the
ity, is the preferred asset in this category.
stock market (other than owning an
Although gold can be purchased in
employer’s stock), the recommendation
gold bullion, bars, or coins, participating
to add equities to
a conservative
portfolio may raise
a few eyebrows.
Yet statistically,
most retirees will
go through at least
one if not two peri
ods of high inflation
during their remain
ing life. While the
value of fixed in
come assets usually
erodes during infla
tionary
periods,
equities tend to
retain and ultimately
increase in value.
So, the inflation
protection of equi
ties, including those
of high dividend
payout, is desirable,
“Why Mr. Jones, I see you have a very short life line;
if not mandatory.
take early retirement and social security at age 62. ”
Again, diversification
within this category
in gold mutual funds is preferable.
by industry, capitalization, and degree
The client should realize that gold coins
of risk is highly recommended.
and bullion do not produce income and
Income Producing Real Estate pro
require storage costs while gold stock
vides possible tax-sheltered income
funds can be purchased and sold on an
opportunities for the retiree, and, in some
open market.
cases, a business activity as part of their
retirement program. Because of the
The second half of this article will appear
attractive tax advantages and the
in the October/November issue.
opportunity for appreciation, it can be
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Financial Planning Legislative Activity
Legislation to regulate financial planners
under the Investment Advisers Act (IAA) was
introduced by U.S. Rep. Rick Boucher (DVA). The bill (HR 2412) is similar to last year’s
proposal and would broaden IAA by: (1)
expanding the definition of "investment
adviser” to include all those using the term
financial planner or similar terms, including
CPAs; (2) narrowing the current exclusion
available to accountants; and (3) creating a
right of private action.
HR 2412 is cosponsored by Reps.
Edward Markey (D-MA), Dennis Eckart (DOH), Jim Cooper (D-TN), Ron Wyden
(D-OR) and Richard Lehman (D-CA), all
members of the Energy and Commerce
Subcommittee on Finance, which has juris
diction over the bill. Rep. Boucher said he
expected hearings this summer. Since its
introduction we have heard that Rep.
Boucher is working on an alternative bill.
The AICPA is opposed to the bill in its pre
sent form.

“The Government Affairs
Committee approved
proposed language
developed by the PFP
Executive Committee
and its Legislative
Subcommittee to exempt
CPAs that met specific
practice activities
requirements from the
federal investment
adviser’s act.”
Recent AICPA Activity

On May 19, 1991, the Government Affairs
Committee approved proposed language
developed by the PFP Executive Committee
and its Legislative Subcommittee to exempt
CPAs that met specific practice activities
requirements from the federal investment
adviser’s act. The language also could be used
to amend state investment adviser/financial
planner laws. The proposed language clarifies
the investment advisory services that are
solely incidental to the CPA's practice. The
CPA would also be exempt if he or she:
1) does not exercise investment discretion
with respect to the assets of clients for the
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purpose of investing in such assets, except
when the CPA is acting as a bona fide fidu
ciary in a capacity such as an executor,
trustee, personal representative, estate or trust
agent, guardian, conservator or person serv
ing in a similar fiduciary capacity;
2) does not accept or receive, directly or indi
rectly, any commission, fee or other
remuneration contingent upon the purchase
or sale of any specific security by a client or
such person: and
3) does not advise on the purchase or sale of
specific securities except when the advise
about specific securities is based on financial
statement analyses or tax considerations that
are reasonably related to and in connection
with the profession.
State Action

Due to the diligent efforts of the Illinois
Society of CPAs, accountants have been
excluded from financial planning legislation
recently passed in Illinois. The legislation (HR
2405) expands the definition of investment
adviser to include financial planners. But it
includes exemption language for accountants
modeled after the language recently
approved by the AICPA’s Government Affairs
Committee (see above). After passing the
House, HR 2405 passed the Senate on June
19, 1991. The bill is now awaiting the gover
nor’s approval. He is expected to sign it.
Illinois is the first state to adopt the AICPA
model language.
Idaho also adopted legislation which
expands the definition of investment adviser
to include financial planners based on the
North American Securities Administrators
Association (NASAA) model amendments.
Licensed CPAs and PAs are still exempt from
the definition of investment adviser.
Other states also were active. Connecticut:
HB 5615 was introduced on January 23,1991,
and would require the registration of financial
planners with the Department of Banking.
The House Banking Committee held a hearing
on the bill on February 21,1991, but no further
action has occurred.
Indiana: A draft proposal to revise the
regulation of investment advisers was dis
cussed on June 27th at a meeting of the
Financial Planners Advisory Committee orga
nized by the Indiana Securities Division. One
of the proposed changes is to adopt the SEC
Release No. 1092 broadening the definition
of investment adviser in the IAA to
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include financial planners. Members of the
Indiana Society attended the meeting.
Maryland: The Securities Commissioner
has interpreted the Maryland Investment

“Idaho also adopted
legislation which
expands the definition
of investment adviser
to include financial
planners based on
the North American
Securities
Administrators
Association (NASAA)
model amendments”
Adviser law to mean that anyone, including a
CPA, holding out as a financial planner who
gives investment advice must register as an
investment adviser, despite exemptions that
are written into the law for CPAs. The
Commissioner has said, however, that the
division will not take enforcement action
based on a registration violation against a
CPA pending the completion of a study on
and legislative resolution of the issue.
Massachusetts: The State Legislative is
considering an omnibus bill, HB 5726, that
includes two financial planning bills, HB
2246 and HB 3353, introduced in January,
1991. HB 2246 would prohibit any person,
including accountants, from using the term
“financial planner” or similar terms, unless
the person were registered as an investment
adviser or investment adviser representative.
HB 3353, the other bill, would expand the
definition of investment adviser to include
financial planners based on the NASAA
model amendments. On June 12, 1991, the
omnibus bill was referred to the Joint Rules
Committee for consideration.
Montana: HB 137, now dead, would
have amended the state’s investment adviser
law by expanding the definition of invest
ment adviser to include anyone who
provides financial planning advice and who
holds out as a financial planner. It also would
have removed the accountants exclusion
from the definition; added an exclusion from
registration for licensed accountants; and
expanded the power of the commissioner

THE PLANNER
over investment advisers. The bill was
reported unfavorably in the Business
Committee on February 6, 1991, and subse
quently died when the legislature adjourned.
New Jersey: AB 1190 and SB 1314 would
provide for registration of financial planners
as investment advisers under the securities
law. The bills were introduced on January 9,
1990. No further action has occurred.
New York: AB 6876 expands the defini
tion of investment adviser under the
securities law to include financial planners. It
also would require investment advisers who

have custody of client funds to file an
audited balance sheet; expand the liability
provisions; and require annual registration
with the attorney general. No further action
has been reported since the bill was intro
duced on March 26,1991, and referred to the
Commerce Committee.
Utah: HB 354, killed on February 27,
1991, would have expanded the defini
tion of investment adviser to include
financial planners based on the NASAA
model amendments. The legislature subse
quently passed a resolution, HJR 35, that

AICPA Council Clears Vote on Rule 505 To
Expand Organizational Options for CPA Firms
Continuedfrom Page 1

mended change is particularly timely in
light of the development of limited
liability companies (LLCs), a new form
of organization under the General
Corporation Laws. A limited liability
company is an entity which is treated
as a corporation for purposes of determin
ing liability of shareholders, directors and
officers, but is treated as a partnership for
tax purposes. Several states such as
Colorado, Florida, Kansas, Nevada, Utah,
Virginia
and
Wyoming
permit
the formation of a limited liability
company. However, Virginia does not
permit professions to form as limited
liability companies.

“At present, the
AICPA rule prohibits
members from taking
advantage of the
liability protection
offered by general
corporation and other
practice forms.”
Expanding organizational options will
allow CPAs to seek the form of practice
that best serves the interests of both their
firm and their clients. These additional
options will provide CPAs concerned

about liability greater flexibility in
determining how to minimize their expo
sure. For example, the limited liability
company may enable CPAs in some
states to limit personal liability to those
engagements in which they are person
ally responsible for negligent acts. In
contrast, CPAs in a professional corpora
tion (PC) may have greater exposure
to liability for their actions as supervisors
or executives of the firm, as well as for
the contractual obligations of the PC.
CPA owners of a PC not involved in
an engagement may be jointly and
severally liable for the negligent work
of another owner.
There is no reason to believe insur
ance rates will change if members elect to
practice in forms currently excluded by
Rule 505. Professional liability underwrit
ers have not charged higher premiums to
members practicing as PCs simply
because they are PCs.
The first step in obtaining more flexi
ble practice provisions in state laws and
regulations is changing Rule 505. In mid
November, AICPA members will be asked
to vote on this proposal. Members will
have 60 days from the date of mailing to
return their ballots.
Should the membership adopt the
new rule, the Institute will assist state
CPA societies in planning legislative
efforts and in petitioning state boards
of accountancy for changes in statutes
and regulations. ♦

AICPA

calls for a study of the issue.
West Virginia: HB 2170 and SB 67, which
died in March 1991, would have amended
the securities act to include financial planners
within the definition of investment adviser
based on the NASAA model amendments.
For additional information, contact
the AICPA Washington office. If you become
aware of any proposal affecting adversely
CPAs as financial planners being introduced
into your state legislature or are interested in
volunteering to oppose such adverse legisla
tion, contact your state society. ♦

APFS Exam

September APFS Exam
Approaching Fast
On September 27, 1991, the APFS
Examination will be given to the 1991
candidates. This is your opportunity, as
a leading CPA PFP practitioner, to join
other CPAs who already have taken
this important step. In addition to bene
fitting your clients, you will personally
benefit. While preparing for the APFS
Examination, you will hone your skills in
all the disciplines encompassed by your
PFP practice, while zeroing in on those
areas that require some special attention.
The sites for the September 27, 1991
examination are the following:
Atlanta, GA
Boston, MA
Chicago, IL
Dallas, TX
Dublin, OH
Farmington
Hills, MI
Houston, TX
Kenner, LA
Los Angeles, CA

Minneapolis, MN
Nashville, TN
New Brunswick, NJ
New York, NY
Philadelphia, PA
Pittsburgh, PA
Redwood City, CA
Seattle, WA
St. Louis, MO
Washington, DC

You still have time! If you are inter
ested in sitting for the APFS Examination
this September, call the PFP Division at
1-800-966-PFP9 for an application or a
copy is in the PFPManual. If your state
society is not listed as an examination
site, please call your state society and ask
them to contact Murray B. Schwartzberg
at (212)515-7015 to arrange to be a host
for the examination. ♦
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Take advantage of big discounts for AICPA Membership Division Members

SPECIAL AICPA MEMBERSHIP DIVISION ORDER FORM
□ YES!

I want to take advantage of the special AICPA
Membership Division price and obtain RIA's Master Federal
Tax Manual (#21761)

□ Please bill me at the special discount price (which includes
shipping and handling), plus sales tax were applicable.□

My check is enclosed for the full amount plus sales tax where
applicable.
QUANTITY

PRICE
PER COPY TOTAL

Signature (required)__________________________________
Name

AICPA#

Firm_______________________________________________

Address____________________________________________

City_______________________________________________
Zip

State
(Offer expires December 31,1991)

Master Federal Tax Manual

$9.00

D4103002

_______

To order, detach and fill out this form, fold into thirds with the order inside, seal with tape and drop in the mail.

BUSINESS REPLY MAIL
FIRST CLASS MAIL PERMIT NO. 1 MT KISCO, N.Y
POSTAGE WILL BE PAID BY ADDRESSEE

The Research Institute of America, Inc.
Attn: Subscriber Services
111 Radio Circle
Mt. Kisco NY 10549-9983

Research Institute of America...

RIA's Editorial Excellence...

is a leading publisher of analytical/reference information
services on taxation issues for accountants, attorneys, financial
executives and other professionals. It was acquired by the
Thomson Corporation in 1989 and is now part of the Thomson
Professional Publishing Group.

is the result of research and writing by a full-time in-house
editorial staff of more than 40 tax attorneys and CPAs with
years of practical experience.

Our New York based Tax Division provides in-depth analytical
material and planning information on federal tax questions
involving individual and business income taxes, estate and gift
taxes and excise taxes.

RIA is pleased to be able to offer AICPA Membership Division
members this new opportunity to receive our 1992 Master
Federal Tax Manual at special low prices.

They understand the concerns and focus of practitioners in
the real world and write in clear, concise business English to
deliver on-point solutions and practical, thorough answers to
complicated tax issues.

Research Institute of America
90 Fifth Avenue
New York, New York 10011

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
(212)575-6200 Telex:70-3396
Telecopier (212) 575-3846

Dear PFP Division Member:
We have negotiated an excellent discount price for the Research Institute of America’s 1992
Master Federal Tax Manual. As a member of the PFP Division, you can order copies for
just $9.00 each. The regular single copy price is $20.50, and you would normally have to order
at least 100 copies to get it for the special discount price.
This discount is a service we can now offer to our members. We urge you to take advantage
of this tremendous savings opportunity. The offer expires on December 31. Act now!

The Manual is described below. A postage paid order form is on the back of this letter.

Sincerely,

Phyllis Bernstein, CPA
Director
Personal Financial Planning Division

SPECIAL DISCOUNTS FOR AICPA MEMBERSHIP DIVISION ON NEW 1992 EDITION
RIA’s 1992 Edition of its best-selling

MASTER FEDERAL
TAX MANUAL
Complete, up-to-date information. Expert analyses.
Valuable tables and charts (including MACRS/ACRS
RIA’s 1992 MASTER FEDERAL TAX MANUAL will speed your tax
work — and give you expert tax counsel at your office, at home, or at
your client’s office. This handy volume provides insights and clarity
for virtually every tax question, all thoroughly researched and cross
referenced to the pertinent Internal Revenue Code Section, regula
tion, and to RIA’s Federal Tax Coordinator 2d. It can be used with
any major tax service.
Especially important: RIA’s Recommendations, Cautions, Observa
tions and Illustrations—pointing the way to many tax-saving ideas
and productive strategies.
Completely up-to-date, it includes the latest changes affecting
individuals...corporations... pension plans...employee benefits...
personal and business deductions ...passive losses...interest
expense...T&E...Estate and Gift taxes...and still more.
Clearly written and well-organized, with a topic index that has all
the key words you use, it tells you what you need to know quickly
and easily.

Order now for big savings — See Special AICPA Membership Division Order Form

THE PLANNER
SPECIAL DISCOUNT OFFER FOR DIVISION MEMBERS:
FINANCIAL SERVICES PROFESSIONAL’S GUIDE TO THE STATE OF THE ART
Financial Services Professional's Guide
to the State of the Art. a 350 page book
published by The American College and
edited by Stephan Liemberg, describes the
latest developments in personal financial
planning. The book covers thirteen topics,
such as personal income tax planning,
creative wealth planning techniques, busi
ness and estate planning, nonqualified
and qualified plans, developments in life
insurance products and services, develop
ments in group benefits, new securities law,
retirement planning, social security and
psychological perspectives. The book is
designed to help practitioners keep abreast
of the changes that occurred in the financial
planning disciplines in the past year. Each
chapter is written by The American College
faculty or staff members who are recog
nized as experts in their fields.

Structurally, each chapter outlines what
the situation was before the changes, what
the changes are, how these changes affect
clients, what should be done, and where
to get additional information. This format
makes it easy for practitioners to ascertain
the information needed to identify prob
lems, determine appropriate solutions,
and select the most effective and efficient
course of action.
The book also contains many useful
charts, checklists, graphs, examples and
references. They help practitioners under
stand complex concepts in a clear and
concise manner or serve as good practice
aids. For example, there is flowchart
depicting how to determine the
deductibility of interest on policy loans
and a three-page checklist of actions for
client's long-term care policy.

Special Savings for PFP Members
Through special arrangements with
The American College, PFP Division
members can purchase this informative
reference tool at a discount. The book
retails for $35, but Division members can
purchase it for a special price of $20,
including shipping and handling. To
order by credit card, call The American
College at 1-800-421-0654 and give the
operator the product code S0A070 and
your credit card number. The American
College accepts American Express,
MasterCard and Visa. If you wish to order
by mail, send your check payable to The
American College (be sure to indicate
the product code on the check) to
The American College, P.O. Box 1400,
Bryn Mawr, PA, 19010.

You still have time to sit for the September 27 APFS Examination
See Page 7 for additional information.
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